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the corporation s 
objectives 


1. To develop and maintain strong, Canadian-controlled and 
managed corporations in the private sector 


2. To widen the investment opportunities open to Canadians 


3. To operate profitably and in the best interests of all the 
shareholders 


Pour obtenir I’ édition francaise du présent rapport, 
on est prié d’ écrire au secrétaire, 

Corporation de développement du Canada, 

suite 901, 130 rue Albert, Ottawa KIP 5G4, Ontario. 


Sb 


report of 
directors 


Summary Financial Results 

During 1972, our first full year of activity, shareholders’ equity 
increased from its initial level of $25 million to just under $200 
million, while consolidated total assets rose to almost $315 million. 
Net income for the year amounted to $2.1 million compared 

to the $57 ,000 earned during the first month of operations in 
December 1971. Earnings per share increased from 27 cents in 1971 
to 31 cents in 1972, based on the weighted average of shares out- 
standing during these periods. A total of $91 .6 million was invested 
in companies in the fields of petrochemicals, Arctic pipelines, health 
care, and venture capital. 

Net income for the first quarter of 1973 rose to $1.4 million, 

or 8 cents per share, from the $100,000 or 4 cents per share earned 
in the comparable period last year. Investments totalling $5.5 
million were made in venture capital and our health care group 
during this period, and plans for our initial investment in the field of 
natural resources were further advanced. Shareholders’ equity 
was increased by a further $50 million during the quarter with 

the issue of additional common shares. 

In preparing our first annual financial statements, we determined 
that these statements should be prepared on a consolidated 
basis, since this presents the most meaningful picture of our overall 
financial position and operating performance. As explained in 
Notes 1 and 3 to the statements, there is full consolidation of 
companies in which we have a greater than 50% interest (in 1972, 
Polysar Limited and Connaught Laboratories Limited), while our 
position in companies in which we have a less than majority 

interest is carried at cost, whichis less than current values. In future 
periods, we intend to report the results of our less than 50% 
holdings onan ‘‘equity’’ basis, when this is appropriate in the 

light of our percentage holdings and involvement in the affairs of 
the company concerned, as suggested by generally accepted 
accounting principles. 


Corporate Policy 

An important task in the early part of our first full year of operations 
was to try to identify the financial, entrepreneurial, and other 
opportunities which could be seized by the Corporation to help 
develop strong, profitable, and growing Canadian enterprises. 
We quickly determined that we would be an equity investor since 
we saw no reason to be a lending institution in a country already 


well endowed with such institutions. We determined further 

to concentrate on longer-range development, especially larger 
projects; industries which involve an upgrading of resources, a 
high technological base, or a good potential for building up 

a Canadian-based presence in international markets have a particu- 
lar attraction for us. We also decided that the industries 

selected should have a growth rate approximately double that of 
Gross National Product, should offer the possibility of rate of 
return on equity in the range of 15% in the long run, and should 
have a large enough potential to have a meaningful impact on the 
CDC’s overall results. Finally, we concluded that we did not 

wish merely to duplicate or preempt the activities of other Canadian 
investors. 

It can be seen from the foregoing that we do not view ourselves 

as, nor does our legislation require us to be, buyers of last resort, a 
“‘buy-back’’ agency, or the high bidder in some take-over contest. 
While it is hoped that opportunities to repatriate control of 
Canadian companies may arise from time to time, we must be alert 
to the fact that such companies may be for sale precisely because 
they have lost their growth characteristics. Quite frequently, 

the best way to build up strong and profitable Canadian-controlled 
corporations will be to add to the potential of high-growth 
enterprises which are already Canadian. Much of the foreign 
investment in Canada was created by starting new enterprises, and if 
we as a nation are to increase the Canadian content of our economy, 
it must be essentially by encouraging the sound growth of 
Canadian-controlled enterprises at a pace which exceeds that of their 
non-resident-owned competitors. 

In any event, it is our intention to build primarily upon Canadian 
strengths and competence, particularly in those areas where foreign 
ownership is high and the investment participation of Canadians 

is limited. To the extent that we, whether alone or with others, 
increase the supply of Canadian equity funds and invest them 
wisely and profitably in the development of our economy, 
Canada’s dependence on non-resident-controlled capital will be 
correspondingly reduced. It is of central importance that we 
invest in rapidly-growing enterprises since to tie up Canadian 
funds in less dynamic firms would result in less, not more, Cana- 
dian ownership in the long run. 

To avoid scattering our resources too thinly in too many directions, 
and thus losing both effectiveness and a firm grip on our under- 
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lying assets, we have decided to concentrate in our initial period 
on six areas of investment attraction. These are: 
petrochemicals ; 

pipelines and related northern transportation; 

petroleum and natural gas; 

mining, smelting, and refining; 

venture capital; and 

pharmaceuticals, medical equipment, and other manufactured 
products relating to health care. 

We have determined that we should make our investments in 
these fields through ‘‘vehicle companies’’ which will have their 
own skilled staffs and specialized operating managements. 
This will enable us to keep a small, flexible, and creative central 
staff— making good use of qualified consultants where required — 
to direct the general policy of the vehicle companies, to maintain 
appropriate financial controls over them, to ensure they follow 
good management development policies, and to encourage them to 
remain innovative and growth-oriented. In this way, we hope 

to avoid acquiring a large, unwieldy, and inefficient central staff 
with the attendant risk of killing the entrepreneurial spirit and 
imagination of the senior management of companies in which we 
have investments. 

We believe that we should normally have effective financial 
control of our underlying companies if we are to be able to take the 
necessary measures to influence their value and development. 
This will usually mean that we and our partners will have a majority 
—or close to a majority —of the voting shares. We are prepared 
to enter partnerships with non-resident investors in joint venture 
projects but will do this only when control lies with Canadian 
interests. We believe that such joint ventures may be a more 
general feature of the Canadian investment scene in the years to 
come since they permit significant Canadian participation, econo- 
mize on foreign capital, and make a variety of skills and markets 
available to major Canadian projects. 

Whether in joint ventures or alone, the Corporation’s role 

will not be to intervene in the day-to-day operations of the under- 
lying companies but rather to take an active part in their strategy, 
goal-setting, and longer-range business planning. This we 

will do primarily through membership on their boards or executive 
committees, and we shall be prepared to change senior manage- 
ment if it is weak or inadequate. 


Year’s Investment Activities 


Petrochemical and Related Industries 

On July 31, 1972, we acquired all of the shares of Polysar 
Limited (formerly Polymer Corporation Limited) from the 
Canadian Government for an initial sum of $62 million, with an 
additional $10 million to be payable if certain profit targets 
are achieved. This price was arrived at after extensive bargaining 
and use of independent consultants’ reports commissioned 
separately by the Government and by CDC. Since we acquired 
Polysar, it has greatly accelerated its capital spending and 
expansion, has significantly advanced its plans for improving 
its raw material costs, and has taken a number of other measures 
to improve its competitive position and prospects. 

Polysar’s 1972 net income of $7.1 million increased sharply 
over the depressed level of $500,000 reported in 1971 and, 
although the Building Systems Division continues to be a drain on 
earnings performance, it is anticipated that the Company’s 
1973 total net income — before any extraordinary items— will 
improve further. Its basic synthetic rubber, latex, and plastics 
markets are buoyant and price levels have firmed, although the 
rising costs of certain raw material supplies are a partly offsetting 
factor. Studies of the Sarnia Olefins and Aromatics Project 
(SOAP) are proceeding in partnership with Du Pont of Canada 
Limited, and the CDC has indicated that it will fully support Poly- 
sar’s participation in this project to improve basic petrochemical 
feedstock prices and supplies if its profitability proves to be as 
attractive as preliminary analysis indicates. Management of the 
Building Systems Division has been changed and strengthened, 
and it is expected that a decision as to whether to proceed further in 
this field will be taken in the latter part of 1973. 


Arctic Gas Pipeline and Northern Transportation 

On November 30, 1972, the CDC joined the Gas Arctic-Northwest 
Project Study Group which is studying economic, environ- 
mental, and other aspects of the construction and operation of a 
large diameter, natural gas pipeline from Alaska and the Canadian 
Arctic to markets in Canada and the United States. This con- 
sortium was formed in June 1972, to continue studies being made 
by two predecessor groups, Gas Arctic Systems Study Group 

and the Northwest Project Study Group. Of the 26 companies now 
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participating in the consortium, 10 are majority Canadian- 
owned and there is a substantial Canadian investment in four 
others. The anticipated capital cost of building the line is of the 
order of $5 billion, of which perhaps 20% might be equity and 

the balance various categories of debt financing. It is planned that a 
majority position in the equity portion of this capital should be 

held by Canadians. The CDC has indicated its interest in acquiring 
a substantial equity holding in this enterprise if a viable and 
attractive project can be developed. Pre-construction expenses are 
being shared equally among members of the consortium; some 

$30 million has been spent to date and another $30 million is 
provided for in current estimates. 

The 48” line which is planned would deliver in excess of 4 billion 
cubic feet of gas per day, of which about half is expected to come 
from Prudhoe Bay in Alaska and about half from the Mackenzie 
Delta. The line is expected to be a contract carrier which will 
neither buy nor sell gas, but will provide transportation, at a regu- 
lated rate of return, for shippers of gas who contract for this service. 
Approval will be required in Canada under the National Energy 
Board Act—1i.e., a favourable decision by the Board and con- 
firmation by the Governor in Council—and also by the Depart- 
ment of Indian Affairs and Northern Development in respect of the 
use of federal lands for a right-of-way across the Yukon and 
Northwest Territories. In the United States, applications will be 
made to the Federal Power Commission and the Department of the 
Interior. It is intended to file applications in Canada this year 

with the aim, if approvals are obtained in time, of starting construc- 
tion during the winter of 1975-76 so that gas could start flowing 
from the Mackenzie Delta by mid-1977 and from Prudhoe Bay by 
mid-1978. 

We have also indicated our interest in other forms of northern 
transportation. One of the Crown Corporations listed in Section 39 
of the CDC Act as available for sale by the Government of 
Canada to the Corporation, if agreement can be reached on terms, 
is Northern Transportation Company Limited which has a major 
barge and tugboat operation on the Mackenzie River and related 
shipping operations in the Arctic. We have had preliminary 
talks with the Government during which we indicated our readiness 
to negotiate for this company. Other possible investments in 
transportation in the North have been studied with the aim of devel- 
oping a comprehensive, inter-modal approach which would 


cover air, ground, and water transport. We believe that the CDC 
could play an important and creative role in the balanced eco- 
nomic development of the North to the benefit of northern 
inhabitants and Canada as a whole. 


Mining and Petroleum Industries 

The resource industries provide a significant opportunity to 
advance CDC’s objectives, quite apart from the fundamental con- 
tribution these industries make to Canada’s economic growth 
and prosperity —both directly and through their use of a wide range 
of Canadian manufactured goods and services. Accordingly, 
mining and petroleum were chosen as priority industries at an early 
stage, and we have spent a great deal of time and effort seeking 
suitable vehicle companies through which the CDC can participate 
in these industries. We anticipate taking a significant position 

in this sector in the year ahead, apart from the two Crown invest- 
ments mentioned below. 

The first of these investments is the Government’s 45% interest 

in Panarctic Oils Ltd., a consortium of 19 private sector partici- 
pants and the Canadian Government, formed in 1966 to explore for 
oil and gas in the Canadian Arctic Islands. An investment in 
Panarctic with its substantial interests in the frontier area of hydro- 
carbon exploration in Canada would be a valuable component 

of CDC’s overall position in the petroleum industry. We have 
therefore conducted our own appraisal of the Government’s share 
of Panarctic and indicated to the Government some time ago 

that we are prepared to commence negotiations. 

Section 39 of our legislation also mentions a second natural 
resources company, Eldorado Nuclear Limited, which has a ura- 
nium mining operation at Uranium City on Lake Athabaska as 

well as achemical and metallurgical complex at Port Hope. The 
world energy situation and the very successful performance of the 
Canadian natural uranium reactors operated by the Ontario and 
Quebec Hydro Commissions suggest to us that there is a favourable 
long-term outlook for the uranium mining and refining industries 
in Canada. We have therefore indicated that on this company, 

too, we are prepared for serious negotiations with the Government. 


Venture Capital 
While our incorporating legislation directs us away from making 
investments in companies having an equity of less than $1 million, 
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we have invested in three venture capital companies as a means 

of helping to strengthen this important area of Canadian managerial 
and technological development. In each of the companies we 

have selected, we are in partnership with a number of Canadian 
institutions and individuals, a pattern we hope to follow in many of 
our investments. We believe that the total resources of the 
companies with which we are now associated represent the largest 
pool of venture capital in Canada and are pleased to have attained 
this position in our first full year of operations. 

Our first investment in this field was made last August when 

we invested $414 million in a 35% interest in Venturetek Inter- 
national Limited of Toronto which has made excellent progress 
since its formation in 1969. Several significant investors have 
recently acquired positions at substantially more than our cost 

per share. 

In January 1973, we invested over $2 million in Ventures West 
Capital Ltd., a new organization headquartered in Vancouver 
which will concentrate on serving the venture capital requirements 
of western and northwestern Canada. In addition, we recently 
announced our commitment of $4 million for a 40% interest in 
Innocan Investments Ltd., a new Montreal-based venture capital 
company which commenced operations in May 1973. 


Health Care 
Last summer we acquired Connaught Laboratories Limited 
from the University of Toronto for some $24 million. Connaught 
had earned an outstanding reputation for the quality of its biological 
research, but it represented an underexploited Canadian oppor- 
tunity in that its absolute size had remained virtually unchanged 
while other companies in the industry, mainly non-resident- 
controlled, were growing vigorously. This acquisition was an 
important initial step in our plans to create an effective, Canadian- 
owned complex in the health care field. While Connaught was not 
profitable during the last half of 1972, this situation is now being 
turned around through the injection of new management with 
commercial and administrative skills intended to complement the 
company’s strong scientific talents. Although its expansion pro- 
gramis still at an early stage, Connaught is currently operating 
profitably and substantial further improvement is expected during 
1973. 


Early in 1973, we joined with the Caisse de dépot et placement 


du Québec to form a new holding company, Omnimedic Inc., 
which will acquire, integrate, and develop operating companies in 
the pharmaceutical and medical supplies field. 

Initially, Omnimedic has acquired control of two existing firms and 
is building them into a stronger, better-balanced, and more 
viable entity. This attractive investment illustrates the role we can 
play in rationalizing and strengthening the management of indus- 
tries in which we invest and will increase Canadian participation 

in the health care field. 

In February 1973, we announced the acquisition of 70% interests in 
Raylo Chemicals Limited andR & L Molecular ResearchLtd., 
ofEdmonton, which manufacture fine chemicals and are involved 
in research related to pharmaceuticals, biochemistry, and 
organic chemistry. 

Currently we are engaged in discussions involving other possible 
acquisitions or joint ventures designed to promote the develop- 
ment of a strong Canadian-owned health care complex which 

will conduct significant research in this country and which will 
make health care products, both domestically and internationally, 
at the most economical price. To facilitate direction of the 
diverse operations of this group, we are forming a new national 
health care holding company which will own all our interests in this 
field. 


Share Issue 

The clear intent of our incorporating legislation is that up to 

90% of the 200 million authorized voting common shares be held 
ultimately by Canadian citizens or residents, with the Govern- 
ment—which created the Corporation—holding not less than 
10% of the total. Indeed the Company is given power, at its sole 
option, to redeem for cancellation any shares held by the Govern- 
ment in excess of 10%. In dollar terms, the Government is 
authorized to invest up to $250 million in shares of the Company 
plus the amount of any shares or securities acquired through sale to 
the CDC of any Crown investments. All shares currently out- 
standing are held by the Government which has agreed that its full 
cash subscription will be made within three years from the date 

of CDC’s establishment. Of this cash subscription, $125 million 
remains to be drawn down. 

If we are to achieve the Corporation’s aim of widening the 
investment opportunities open to Canadians and to raise the funds 
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necessary for the CDC to have a significant impact on national 
development and achieve its objectives on a worthwhile scale, it is 
clear that an offering of shares to the investing public should 

be made at the earliest possible date. We have therefore given top 
priority to the question of the timing, nature, and amount of an 
initial distribution of shares to the general public. It is our view that 
before proceeding with a public issue the CDC should have 
made one or two more major investments, at least one of which 
would preferably be in the resource field, apart from any further 
acquisition of Crown investments. Once this is achieved, we will 
examine with investment advisors the most advantageous timing 
for the success of the issue in the light of the state of financial 
markets and other developments. Any issue would stress the high- 
risk nature of our common shares, and would be offered in 
sucha way as to make these shares easily available to purchasers in 
all part of Canada. 


Officers and Staff 

Following the Annual Meeting held on May 22, 1973, the Board of 
Directors appointed Mr. Marshall A. Crowe as Chairman of 
the Board, Mr. H. Anthony Hampson as President and Chief Exec- 
utive Officer, and Mr. Donald C. Morrison as Executive Vice 
President. Mr. Crowe, formerly President of the Corporation, will 
be responsible for development of policy and longer-term planning 
of the Corporation and for relationships with government. 

Mr. Hampson, formerly Chairman of the Board, will be respon- 
sible for the operations and financing of the Corporation and for 
arranging and carrying out the monitoring and supervision of 


the companies in which the Corporation has investments. 

Mr. Morrison, formerly Vice President, will continue to be the 
CDC’s Chief Financial Officer in addition to assuming his new 
duties. 

Our staff is a small one, numbering 15 persons in all, but it more 
than makes up for its lack of size in its quality, energy, and enthu- 
siasm. It is a pleasure on your behalf to thank them for their 
creative, loyal, and practical efforts to make the Corporation a vital 
force on the Canadian financial and economic scene. 


Respectfully submitted on behalf of the Board, 


Marshall A. Crowe, 
Chairman of the Board 


Hl Ci Kon 


H. Anthony Hampson, 
President and Chief Executive Officer 


May. 23, 1973. 


ec BS canada development corporation 


(Established by the Canada Development Corporation Act) 
and subsidiary companies 


consolidated balance sheet /december 31, 1972 


assets 


1972 


1971 


Current assets 
Cash 
Short-term investments, at cost which approximates market value . 
Accounts receivable 
Inventories (note 2) 


Prepaid expenses 


Investment in other companies (note 3) 


Fixed assets 
Buildings and equipment, at cost 


Less accumulated depreciation 


Land, at cost . 


Other assets 
Deferred charges, at cost less amortization 


Patents and technology, at cost less amortization 


Approved by the Board 


H. A. Hampson, Director 
M. A. Crowe, Director 


The accompanying notes are an integral part of the financial statements 


(thousands of dollars) 


$ 1,627 
52,250 
62,978 
49,930 

2,049 


168,834 


10,357 


292,981 
174,288 


118,693 
9,347 


128,040 


4,001 
3,567 


7,568 


$314,799 


$ 43 
25; 031% 


25,074 


|i) 


15 


$ 25,089 


liabilities 


1972 1971 


Currrent Liabilities 
Bank advances 
Short-term loans 
Accounts payable and accrued liabilities 
Income and other taxes payable 


Principal due within one year on long-term debt 


Long-term debt of subsidiary companies (note 4) 
Deferred acquisition obligation (note 5) . 
Deferred income taxes 


Interest of minority shareholders in subsidiary companies 


Total liabilities 


shareholders equity 


(thousands of dollars) 
$ 807 
22,971 
30,782 
"1,393 
5,911 
61,864 32 
47,038 
1,157 
4,153 
688 
114,900 oD 


$ 32 


Capital stock 
Authorized 


(thousands of dollars) 


Preferred, $1,000,000,000, divided into shares with a par value in any multiple of $5 


Common, 200,000,000 shares without par value 


Issued 


13,594,114 Common shares (1971, 2,500,000 shares) (note 6) . 


Retained earnings 


Excess of book value over cost at date of acquisition of subsidiary (note 1(c)) 


auditors report 


137,000 25,000 
2,130 OF. 
60,769 
199,899 25,057 
$314,799 $ 25,089 


THORNE GUNN & CO. 


To the Shareholders of 
Canada Development Corporation 


We have examined the consolidated balance sheet of Canada Development Cor- 
poration and subsidiary companies as at December 31, 1972 and the consolidated 
statements of income and retained earnings and source and application of funds 
for the year then ended. Our examination of the Corporation included a general 
review of the accounting procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the circumstances. For subsid- 
iaries of which we are not the auditors, we have carried out such enquiries and 
examinations as we considered necessary in order to rely on the reports of the other 
auditors for purposes of consolidation. 


In our opinion, these consolidated financial statements present fairly the financial 
position of the companies as at December 31, 1972 and the results of their operations 
and the source and application of their funds for the year then ended, in accordance 
with generally accepted accounting principles applied on a basis consistent with 

that of the preceding period. 


Theme Lee ¥ ae 


Chartered Accountants 
Ottawa, Canada 
March 30, 1973 


c Be canada development corporation 


(Established by the Canada Development Corporation Act) 
and subsidiary companies 


consolidated statementot income and retained earnings 


Year ended December 31, 1972 


1972 1971 


(thousands of dollars) 


(note I(a)) (1 month) . 
Income 
Sales of products and services 1. trp Che SA? AM Oe ae tae ws oe a $ 92,333 
Other income . A : ; ; : : ; ; : : : : ; : , 3,974 $ 108 
96,307 108 
Expenses 
Cost of sales . : : : : : E ; ; ’ : 5 : , ; : 79,490 
Selling, administration and research ; , ; : : : : : : : : 12,031 51 
Interest on long-term debt. : : ; ‘ é : : : : : . : 1,614 
Other interest . : : : : : : : ; : ; : : ; ; . 492 
93,627 51 
Income before the following items. ; : ; ‘ : : : : : 2,680 =] 
Income taxes (note 10) : : ! , : , 5 : : , ; : ; : 925 
Minority interest in net losses of subsidiary companies. ; : ; ; ‘ : : 318 
607 
Net income for the period : : : : : : : , : ; : : : 2,073 =| 
Retained earnings at beginning of period . : : : , ‘ : y é : : 57. 
Retained earnings at end of period . ; : ; : : : . ; : ; : $ 2,130 $ ST 
Earnings per share 
Net income based on weighted average of common shares outstanding 
during the period ; ; : ; : ; ! ; : : : d 3 ; 31¢ 21¢ 


The accompanying notes are an integral part of the financial statements 


( Dye | canada development corporation 


(Established by the Canada Development Corporation Act) 
and subsidiary companies 


consolidated statement ot source and application of funds 


Year ended December 31, 1972 


1972 1971 


(thousands of dollars) 


(note I(a)) (1 month) 
Source of funds 
Operations 
Pee PANICOMe Or enc: DET Ki ammeter eer $ 2,073 $ 57 
Items not involving current funds 
Depreciation and amortization ) : : ’ . ‘ ; : : : : 8,132 
Other. 5 : : 4 : : : : : ; : ; ; ’ : 64 
10,269 57 
Common shares 
Issued for cash . : , é : ; ; : , ; ; ; : : ; 50,000 25,000 
Issued for shares of subsidiary company. : : : : : : , : ; 62,000 
Proceeds from long-term debt : ; 4 ; : : ; : : 3 ; : 1,885 
Proceeds from sale of capital assets : ; : : ' ‘ : : ‘ : : 2,435 
126,589 25,057 
Application of funds 
Investment in subsidiary companies : : : ; : : : ‘ : : : 85,901 
Less working capital at dates of acquisition . : d ; ‘ : ' 3 : : 61,512 
24,389 
Additions to fixed assets 3 : : : : , , : A : : ; : 10,560 15 
Additions to other assets : 4 F : j : : : ; ; : : : 1,699 
Repayment of long-term debt . : : : : : ; : ‘ : ; Sree. 2,395 
Investment in other companies : , ' ; : : : : A ‘ , : 5,618 
44,661 15 
Increase in working capital. . : ; : 5 ‘ : : : ‘ i 81,928 25,042 
Working capital at beginning of period . : : : : , : = : : ; 25,042 
Working capital at end of period. : : , ' : ; : . f ; : $106,970 $ 25,042 


The accompanying notes are an integral part of the financial statements 


} Bie canada development corporation 


(Established by the Canada Development Corporation Act) 
and subsidiary companies 


notes fo consolidated financial statements 


Year ended December 31, 1972 


1. Principles of consolidation 

(a) These consolidated financial statements incorporate the financial position, 
operating results and sources and application of funds of the Corporation for the year 
while those of its two wholly-owned subsidiaries are included only from the dates 

of their acquisition. 

The contribution to 1972 consolidated income of the Corporation and its subsid- 
iaries is as follows: 


Months Sales Other Income 
in con- income (loss) 
solidation _ after taxes 
(in thousands of dollars) 
Polysar Limited 
(formerly Polymer Cor- 
poration Limited) . , 5 $86,687 $2,101 $2,090 
Connaught Laboratories 
Limited . F 5 : 6 5,646 386 (456) 
Canada Development : 
Corporation. 5 : 12 1,487 439 
$92,333 $3,974 $2,073 


(b) Connaught Laboratories Limited, a wholly-owned subsidiary, was acquired 
as of July 1, 1972 for cash consideration of $23,901,176. It was accounted for as a 
purchase in the following manner: 

(in thousands of dollars) 
Assets acquired: 


Current $ 8,430 
Fixed . 17,649 

26,079 
Less liabilities assumed 2,178 
Net assets acquired $23,901 


(c) Polysar Limited, also a wholly-owned subsidiary, was acquired through an 
exchange of shares on July 31, 1972 at acost of $62,000,000. In addition, possible 
further amounts (not to exceed $10,000,000) may be payable dependent upon the 
profitability of certain of its operations in 1973 and 1974. The $62,000,000 cost was 
accounted for as a purchase in the following manner: 


(in thousands of dollars) 
Assets acquired 


Current $106,417 
Fixed . 107,067 
Other long- ean 14,319 
227,803 
Less liabilities assumed 105,034 
Net assets acquired 122,769 
Less excess of book vale over con 
at date of acquisition 
(‘Negative Goodwiil’’) . 60,769 


$ 62,000 


The Corporation does not consider it appropriate to apply negative goodwill 
against the book value of Polysar’s fixed assets since this approach would cause a 
material understatement of fixed asset values. Accordingly, the Corporation 
has recorded fixed assets at their estimated fair values as shown above, and future 
depreciation will be based on these values rather than on the substantially lower 
values that would have resulted if the negative goodwill had been applied against 
Polysar’s fixed assets. The resultant unrealized increment has been carried to a sepa- 
rate account within shareholders’ equity (“‘Excess of Book Value Over Cost at 
Date of Acquisition of Subsidiary’’). Dependent upon such factors as sale of the 
assets or increases in their earning power, this amount will be transferred directly to 
retained earnings. Any additional payment for the Polysar shares will be 
charged against the unrealized increment. 


(d) Consolidation of non-Canadian current assets and liabilities has been made 

at rates of exchange in effect on December 31, 1972; all other assets, including 
applicable depreciation, and liabilities at the rates prevailing when the assets were 
acquired or the liabilities incurred; and income and expense, except depreciation, 
at rates in effect during the year. 


2. Inventories 
(in thousands of dollars) 


Raw materials and work in process $13,729 
Finished goods 27,067 
Operating and maintenance supplies 9,134 

$49,930 


Inventories are valued at the lower of cost or net realizable value. 


3. Investment in other companies 

AtDecember 31, 1972, investment in other companies which are less than 50% 
owned and have not been consolidated is recorded at cost which, in aggregate, is 
less than current values of underlying assets. 

The 1972 consolidated statement of income includes income from investments in 
other companies of $208,000. 


4. Long-term debt of subsidiary companies 
(in thousands of dollars) 
Polysar Limited 
Loans repayable: 
In French francs during the years 1973 to 1980 
(Fr. 33,125,000) bearing interest at rates varying 


from 6.5% to 9.25% $ 6,614 

In Belgian francs during the ae 1973 to 1977 

(Fr. 250,000,000) bearing interest at 6.5% and secured 

by a mortgage on certain land and buildings . 5,448 

In Swiss francs during the years 1975 and 1976 

(Fr. 25,000,000) bearing interest at the rate of 

6.875% until the latter part of 1973 and variable thereafter 

with a minimum of 6.75% 6,387 

In United States dollars: In annual instalments under 

lease arrangements, increasing from U.S. $550,000 in 

1973 to U.S. $1,610,000 in 1985 bearing interest at 9.75% 

and secured by a mortgage on certain fixed assets . 11,204 

In monthly instalments through 1989 (U.S. $4,807 000) 

bearing interest at rates varying from 6.5% to 8.25%, of which 

U.S. $4,217,000 is secured by mortgages on certain 

fixed assets . : ; 4,889 

In 1973 (U.S. $1, 000 ,000) bearing interest 

at 4.5% . 990 

7.5% Debentures: in C mpciten Doles 

Serial Debentures Series A repayable in equal annual 

instalments during the years 1973 and 1974 . 2,000 

Sinking Fund Debentures Series maturing November 1, 

1987— pursuant to sinking fund requirements, annual 

payments of $650,000 are required during the years 1975 

to 1986, with a final eee of $5,200,000 

in 1987 : 13,000 

Other 235 
52,889 

Less principal due within one year included in 

current liabilities 2,911 
46,978 

Connaught Laboratories Limited 

8'4% note payable, due 19741976 . ; : : 5 60 

$47,038 


Sinking fund requirements and portion of long-term debt due in each of the 
next five years are as follows: 1973—$5.9 million; 1974—$4.8 million; 
1975— $7.8 million; 1976—$7.2 million; 1977—$4.1 million. 


5. Deferred acquisition obligation 

The deferred acquisition obligation represents the current discounted value of 

the purchase price of all of the common stock of a foreign corporation and is payable 
by Polysar Limited on September 1, 1975. The discount in the amount of 
$373,000 is being amortized against income over the period ending September 1, 
1973: 


6. Capital stock 
During the year, the Corporation issued 11,094,114 common shares as follows: 
(in thousands of dollars) 


4,952,460 Shares for cash of : $ 50,000 
6,141,654 Shares on acquisition of Polysar 

Limited valued at ; 62,000 

11,094,114 $112,000 


7. Commitments 
At December 31, 1972 certain subsidiaries were committed to spend approximately 
$21,000,000 for acquisition of capital assets. 


8. Subsequent events 

(a) On January 22, 1973, 4,916,421 additional common shares of the Corporation 
were issued for a cash consideration of $50 million. 

(b) Subsequent to December 31, 1972, the Corporation made investments in the 
following subsidiaries: 


% of Cost of investment 

share equity (in thousands of dollars) 

Ventures West Capital Ltd. 58.6 $2,050 
Raylo Chemicals Limited ; 5 70 294 
Omnimedic Inc. . : : : 70 3,160 
$5,504 


In addition, the Corporation has commitments to invest a further $1,840,000 in 
Omnimedic Inc. and $500,000 in Ventures West Capital Ltd. 


9. Pension plans 

The unfunded past service liability of the pension plans relating to employees 
of certain subsidiaries is being funded over the next seventeen years with annual 
charges against operations of approximately $365,000. 


10. Income taxes 

Income taxes on a consolidated basis-includes amounts computed on the operating 
results of many domestic and foreign subsidiaries of Polysar Limited some of 
which sustained operating losses in the current period while others earned income 
subject to varying rates of tax. That company does not give recognition to the 
potential future tax benefit represented by current losses of certain subsidiaries. 
Prior loss carry-forwards effectively reduce 1972 taxes otherwise payable after 
acquisition by $625,000. Such reduction is considered as being part of the 
computation of current income taxes. 


11. Statutory information 

In accordance with the provisions of the Canada Corporations Act, the following 
information is provided: 

(a) The 1972 consolidated statement of income includes charges for depreciation of 
$7,618,000 and for amortization of $514,000 (1971—Nil). 

(b) Remuneration of directors and officers of the Corporation: 


1972 1971 

(note I (a)) (1 month) 
Number of directors . : : aes 21 P| 
Number of officers. : ‘ ‘ 7 4 
Number of officers who are also 
directors. ; 3 3 
Aggregate remuneration of directors as 
directors of the Corporation $ 64,350 $ 4,200 
Aggregate remuneration of directors as 
directors of subsidiaries 3,600 — 
Aggregate remuneration of officers as 
officers of the Corporation . 244,000 5,417 


Officers of the Corporation received no 
remuneration from subsidiaries 
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